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SUMMARY 


The SUSTALEES period of economic growth that began in early 1978 
(one of the ain est since World War II) lost its momentum in the 
third quar f 1981; real growth in GDP for 1981 was nevertheless 
an impressive Bis The "growth recession" will continue through 
1982 when betwe one and two percent, or perhaps even less, is 
anticipated. ‘the next turnaround and increased demand for the 
country's exports are expected to follow economic recovery in 


Africa's major (industrial) trading partners. 


1uses for the declining rate of economic growth 
constraint of almost fully used production 
shortage of skilled labor, and declining export demand. 
time, domestic demand remained strong in 1981, 
in a very large current account deficit. Demand has 
shown indications of backing off in 1982, and the 
- FY 82/83 budget, together with tight money policies 


force, will restrain demand during the year. 
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unemployment decreased and rats ge increased. 
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a near record number of labor strikes as relatively young 
organizations remained aii teas in pressing their 
The expected fall in the economic growth rate in 1982 
will increase unemployment especially among black, unskilled workers. 


Prices, aS measured by the Consumer Price Index, increased at an 
average rate of 15.2% in 1981, the eighth consecutive year of 
louble igi inflation. The rate of inflation will Sopot eg oe in 
Obably again in 1983, though the rate should begin to 
is year. 
cord surplus of almost three billion rand in the current 
1980, there was a record deficit of almost four billion 
following year. The decline in the gold price and 
South African exports combined with continuing strong 
lemand resulted in the dramatic turnaround. By early 
rts had begun to level off, but weak prospects for 
it growth in exports this year will yield a current 
£ 


an 
deficit in the range of three billion rand for 1982. 
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DOMESTIC PRODUCT AND EXPENDITURES - Decreasing Growth Rate. 





The economic upswing that began in early 1978 ran out of 
momentum in mid-1981. The real rate of growth in GDP during that 
period peaked in 1980 at 7.3% The real growth rate declined 
significantly in 1981, to 4.6%, and another large decline is 
expected this year, to between one and two percent, or perhaps 
even less. Most observers attribute the current “growth 
recession" primarily to shortages of skilled and semi-skilled 
almost full physical production capacity utilization 
capacity installed last year, and sagging export 


, percentage sectoral contributions to GDP in 1981 
culture -~ 8.3, mining - 10.7, industry - 32.5, and 

5 All areas of economic activity showed some 

e exception of mining. The relatively small 
grew the most, at 11%. 
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Same time that growth in domestic production was tapering 
1981, gross domestic expenditure (GDE) remained bouyant. 
inereased by 10.5% in real terms, only 3% less than in the 
n of 1980. The sharp increase in GDE was mitigated by 
in investment expenditure during the fourth quarter. 
intial difference between GDE and GDP manifested itself 
t in the current account of the balance of payments. 
agricultural and fishing production was 3.8% in 1981 
the previous year), and net farm income increased 
Widespread drought in South Africa has seriously 
is year's crop prospects. The 1981 corn harvest 
tons was a record as was the 2.2 million ton 
1982 harvest of only about 8.4 million tons of 
ticipated. Though a drastic decrease (43%) from the 
yield, this amount is only 20% below the long-term 
of 10.5 million tons. In 1981, South Africa 
100,000 tons of (American) wheat, to build stocks, 
importation of almost 300,000 tons in 1980. Prospects 
winter grains are good, but oilseed production will be about 
half of 1980's level, and soybean meal is being imported. 
Prospects for sugar production are good, but livestock is suffering 


from drought. 
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The Reserve Bank records real growth of 8% (market prices) in 
1980, while data of the Department of Statistics indicate 
7.3% (factor prices). The latter's figures are used in this 
report, not because they are necessarily more accurate, but 
because they are more detailed. 





The real value of manufacturing increased by almost 6% last 
year, about half the 1980 rate of increase. Despite installation 
of new capacity, utilization of production capacity reached a 
new peak at 90.2% in November 1981, i.e., in effect full 
utilization. For the year as a whole, capacity utilization 
averaged 89.9%, up 1.4% from the already very high level 
attained in 1980. Early this year a university opinion poll 
recorded a pessimistic attitude among manufacturers, the first 
such response since the first quarter of 1978. Value added in 
the construction industry was up 8% in 1981 over 1980. 
However, despite a universally recognized housing shortage, 
rapidly escalating building costs, high mortgage rates, anda 
shortage of finance for would-be home-owners are discouraging 
residential construction. 


The real value of mining production fell by almost 1 1/2% in 
1981, following an increase of 11 1/2% in 1980. The production 
of gold, by far South Africa's most valuable export, fell by 
about 2 1/2% last year, to 636 tons, though the quantity of ore 
milled increased by about the same percentage. The average 
yield fell from 7.28 grams/ton milled to 6.92 for several reasons: 
an increasing number of mines have only lower ore grades 
remaining; industry policy is to extend mine life; and, there 

is a time lag in shifting to higher ore grades in response to 

the declining gold price. Continuing stagnation in the demand 
for diamonds resulted in production cutbacks in 1981, which 

are expected to continue this year. Production of other 
important minerals also declined, with the exception of coal, 
which is becoming an increasingly important export, and iron ore. 


Population and Labor - Increasing Unemployment Expected 


On the basis of the 1980 census and other recent population 
studies, the estimated mid-1981 population of South Africa 
(including the so-called independent homelands of Transkei, 
Ciskei, Venda, and Bophutatswana) was 28.7 million, reflecting 

an annual growth rate of almost 2 1/2%. Black South Africans 
comprise about 72% of the total population and a slightly smaller 
percentage of the employed labor force. By sectors of the 
economy, employment is divided roughly as follows: agriculture - 
30.2%, mining - 7.3%, industry - 20.5%, and services - 42.0%, 

in marked contrast to the sectoral contributions to GDP. 
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According to official records, there were 65% more work 
stoppages (342) in 1981 than in 19803 93,000 workers were 
involved in 1981 work stoppages, of which 85,000 were black. 


Labor productivity (= GDP/non-agricultural workers) rose by 

23 in the first nine months of 1981 (the most recent period for 
which data are available), compared to a 3.9% increase for the 
same period of 1980. This decreasing rate was caused mostly 

by labor turnover in a tight market and a high degree of 
physical capacity utilization. During the first three quarters 
of last year, nominal employee remuneration increased by 213% 

( vice 18% in 1980). The lower increase in labor productivity 
together with increased wages raisec unit labor costs and 

thus contributed to inflation. 


Government Finance - An Austere Budget 
The Government's fiscal year runs from April 1 through March 3l. 
FY 82/83 proposed budaet expenditures, et 18.2 billion rand, are 
ecnly 11.5% above currently estimated actual FY 81/82 expenditures 
while 1982 inflation is expected to run at 14% or more. Real 
expenditure increases have been slated for the priority areas 

of education, housing, and police, but defense expenditure is 

set to rise only about 82. 


With a limited increase in income related tax revenues 
anticipated, South Africa's general sales tax (GST) has been 
raised from four percent to five percent; a ten percent levy has 
been placed on imports not bound under the GATT; and a five 
percent additional levy has been placed on some luxury imports 
and their domestically produced equivalents. In addition, in 
the present fiscal year there will be a forced loan on 
individual income tax payers and increased taxation of companies 
and gold and diamond mining. Budget financing is estimated at 
R2,380 million, only R320 more than the actual budget deficit of 
he previous fiscal year. 


This year's budget brings fiscal policy in line with restrictive 
monetary policy in an effort to reduce excess aggregate domestic 
demand. With only a moderate need for domestic financing for 

the budget, long-term interest rates may recede from their present 





historically high levels, providing a slight stimulatory 

effect operating against an otherwise contractionary budget. 

In addition to raising government revenue and thus effectively 
decreasing disposable income, several of the new income measures 
should also help correct South Africa's balance-of-payments 
problem. It remains to be seen, of course, whether or not the 
Government will be able to live within this rather austere budget. 


Preliminary data indicate that both FY 81/82 revenues and 
expenditures exceeded the original budget estimates for the 
year. Unexpected continued bouyancy in the economy resulted 
in increased revenues of almost 9% over the budget estimate 
while there was a three percent expenditure overrun. Asa 
result of these developments, the financing needs of the FY 
81/82 budget were reduced from the original estimate by almost 
R700 million, to R2,060 million. 


y_ and Prices - High Rate of Inflation to Continue 


average annual rate of inflation in 1981 as measured by 
was 15.2%, compared to 13.8% in 1980. In 1981, South 
suffered double digit inflation for the eighth year in 
The primary causes for the continuing high inflation 
last year were a rapidly increasing money supply (which 
continued in early 1982), increasesin government administered 
es, and rises in labor costs. Through February 1982, the 
rate of inflation was 13.9% -- before the announcement 


ae | 
increased taxes and hikes in postal and transportation rates. 


Though reserves of gold and foreign exchange fell sharply during 

1981, the contractionary effect on the money supply was over- 

whelmed by the large expansion in domestic credit. Financing 

of the record 1981 corn harvest accounted for the major share of 

credit creation though other forms of credit extension also 

increased considerably. Interest rates rose sharply during 1981 

early 1982 as the Reserve Bank allowed them to reach market 
lated levels. The rate on three-month bankers' acceptances rose 

7% in December 1980 to 15 1/4% a year later. By April 1982, 
rate was 17%. During the same period the prime rate went 
By /2 to 20%. Long-term rates followed the same pattern. 





Balance of Payments - From Record Surplus to Record Deficit 


Following a record current account surplus of almost three 
billion rand in 1980, production increased at a diminishing rate, 
domestic demand remained high, and export demand fell off. 
Accordingly, the current account sank into a deep deficit of 
four billion rand in 1981. South Africa has an open economy: 
both imports and exports were each more than 25% of GDP in 
1981. The South African business cycle normally lags those of 
the country's major (industrialized) trading partners, so that 
downswings in the latter are reflected somewhat later in the 
South African economy. This phenomenon was evident in South 
Africa's 1981 balance of trade, accentuated by the fall of the 
price of gold from an average of $613 per ounce in 1980 to an 
average of $460 per ounce last year. 


During 1981, the rand depreciated by 22% against the dollar and 
fell another 2 1/2% in the first two months of 1982 after the 
Reserve Bank abandoned efforts to maintain the rand above dollar 
parity. The rand's effective (i.e., trade weighted) exchange 
rate fell by about 13 1/2% during the same period. The rand 
depreciation protected the income of South African exporters 
while making imports more expensive. Significant declines in 

the value of exports of gold, diamonds, copper, sugar, and hides 
and skins took place in 1981, while the export value of 
agricultural commodities and minerals increased. The total value 


of imports was up 28% in 1981, following an increase of 46% the 
previous year. All categories of imports rose, most importantly 
machinery, electrical and transport equipment, textiles, and 
mineral products. The volume of imports has recently slowed 

in response to the cooling off of the economy. 


South African official statistics (through November 1981) 

indicate that the United States was once more South Africa's 

most important trading partner. In order of importance, West 
Germany, the United Kingdom, and Japan follow the United States 

as suppliers of South African imports. As a purchaser of 

South African exports, the United States was followed by Japan, 
the UK, and West Germany. In 1981, the most important American 
exports to South Africa were construction and mining machinery, 
ground transport parts, aircraft and parts, and measurement and control 
equipment. Important American imports from South Africa that year 
include platinum group metals, ferro alloys, artworks and 
collectors' items, non-industrial diamonds, and gold. 
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After a net long-term capital outflow in 1980, mostly in repayment 
of debt, there was an inflow into South Africa of $410 million 

in 1981. Most of the 1981 inflow represented foreign borrowing 

by parastatals, which was partially offset by net private 

sector debt repayments of $230 million. 


Foreign reserves were augmented in 1981 by borrowings of 

R1.8 billion in reserve related liabilities. These borrowings 
were partially offset by devaluation of gold reserves 
corresponding to the declining gold price. In all, gross gold 
and foreign exchange holdings decreased by R1,548 during 1981, 
to end the year at R4,245. The composition of reserves also 
changed significantly near the end of the year when the Reserve 
Bank entered into gold swaps (essentially borrowing foreign 
currencies against gold holdings as collateral) in order to 
increase foreign exchange reserves. 


Outlook - Recovery in 1983 or 1984 


With announcement of the FY 82/83 budget, monetary and fiscal 
policies have been coordinated to reduce excess domestic 

demand. Though the economic downswing was relatively mild 

during its first several months, it is expected to deepen in 

the second half of 1982. The budget dictates a real decrease in 
government consumption, and new government revenue measures, high 
interest rates, and depleted savings during the recent boom 


period will all discourage private consumption expenditure, 
particularly on durable goods. In these circumstances, employers 
will be better able to resist demands for increases in wages, and 
unemployment is likely to increase during 1982. The effect of 
rising unemployment on black labor militancy is unpredictable. 


For the first time since early 1978, a university opinion survey 
has shown the mood of South African manufacturers to be pessimistic. 
The same poll also shows consumer confidence shifting from 
optimism to pessimism in mid-1981. With the expected reduction in 
private sector consumption demand, private sector fixed investment 
should also decrease as the year progresses. A shortage of 
finance, continuing (though perhaps moderating) high interest 
rates, and a rapid escalation in construction costs will probably 
reduce investment in residential housing despite the growing 
shortage. Only parastatals can be expected to increase investment 
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in real terms in 1982. Expenditures by the Post Office and 
South African Railways will continue to increase. The 
Electricity Supply Commission (ESCOM) and the Iron and Steel 
Corporation (ISCOR) will expand production capacity, and the 
third SASOL (oil from coal) unit will be completed. 


Until the economies of the industrial countries which are 

South Africa's major trading partners enter a new phase of 
growth, South African exports cannot be expected to increase 
Significantly despite their improved competitiveness due to 

the rand depreciation. Total export volume will be also hurt 
by the expected poor corn harvest. On the other hand, imports 
will respond to government efforts to reduce domestic demand 
by levelling off, or possibly even declining. The rand 
depreciation will at the same time make imports more expensive. 
The all important, volatile, and largely unpredictable gold 
price will impact strongly on these expected developments in 
the balance-of-payments picture. In sum, it appears that 

1982 will see another large deficit in the South African 
current account although considerably smaller than that 
experienced in 1981. Most observers foresee recovery of export 
demand beginning in late 1982 or, more likely early 1983, 
followed closely by the next South African economic upswing. 


Inflation will remain at a high rate in 1982, though perhaps 
declining to 14% or so. The 25% increase in GST (technically 

a transfer of wealth from the private consumer to the government 
rather than inflationary) will be reflected in the CPI, and 
increases in government controlled prices in petroleum products, 
transportation services and postal rates will ripple through the 
economy. Agricultural prices, most importantly for corn, may 
also rise substantially. Labor costs, though probably rising 
more slowly than in the recent past, will nevertheless increase 
more rapidly than productivity. Acting against all of this, 
successful implementation of monetary and fiscal policy will 
reduce the demand pull aspects of South African inflation. 
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Implications for the United States 


South Africa continued to be our largest market in sub-Saharan 
Africa during 1981. It should remain in that position in 1982 
as well. However, the current contraction phase of the South 
African economy will have a significant negative impact on South 
African imports, particularly from the U.S. Unlike many of 
South Africa's other principal trading partners, U.S. companies 
have generally failed in efforts to secure the future sales 
through contracts for long-term deliveries on the infrastructure 
and import replacement projects that have been abundant during 
the investment cycle which is now coming to a close. 
Discretionary imports and shorter delivery capital goods 
purchases, which have been our strength, will be hard hit 

by the downturn in domestic consumption and investment, the 
decreased competitiveness of imports generally due to the 

weak rand,and the ten percent import surcharge on non-GATT 

bound items. Major areas of U.S. exports will also be hit 

by the protection of infant import substitute industries 

created during this cycle. Imports of components for road 
vehicles and tractors, our largest single export category to 
South Africa ($129 million in 1981), will be reduced as the 
Atlantis Diesel Engine and Truck component program progresses, 
and U.S. exports in this area are effectively excluded through 
tariffs. The next eighteen months are likely to be a slack 
period for sales of new cars and trucks, which incorporate 

a large part of this category. Aircraft, our second most 
important category of goods ($116 million), can also be expected 
to decrease since South African Airways has completed the bulk 
of its current procurement of commercial aircraft, and demand 
for general aviation aircraft will be slack as corporate cost 
cutting measures become general. Likewise, our third most 
important category, parts and components for construction and 
mining machinery ($103 million), is expected to be stagnant as 
new investment in many mining areas decreases due to low prevailing 
prices for metals and minerals and a tail-off in construction 
activity reduces demand for locally assembled goods containing 
U.S. components. The extension of operating lives of existing 
machinery and a resultant demand for spare parts would partially 
offset this decrease in demand for components for new equipment. 


Other areas where development of new local industries will have 
an impact on U.S. exports to South Africa include synthetic 
rubber ($12 million in 1981), cyclichydrocarbon ($20 million), 
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synthetic resins ($48 million), combustion engines ($38 million), 
and trucks ($29 million). Fertilizer imports will be affected 
Significantly if a rumored barter deal with Romania (corn 

for phosphoric acid based fertilizers) is actually completed. 


While the expected contraction in overall imports does not 
seem to have begun yet (preliminary first quarter 1982 figures 
indicate a 25% increase in South African imports over the same 
period in 1981), statistics indicate that U.S. exports to 
South Africa during the quarter were down 5%. This confirms 
the need for U.S. exporters to reinforce their effort with 
agents and customers and enhance their marketing programs to 
maintain their share of the contracting market and to retain 
market positioning for the renewed rapid growth expected to 
begin in late 1983 or 1984. 


Although the short-term outlook may seem bleak for exports to 
South Africa, local businessmen remain confident on the longer 
term and are interested in new relationships for sourcing a 

large range of products. There are many individual opportunities 
in the South African market which justify continued close 
scrutiny of the market. The Electricity Supply Commission 
(ESCOM) continues its expansion program, which is to quadruple 
power capacity by the end of the century. Requirements for 
generation, transmission and control equipment continue to 
outstrip local production capacity. A looming shortage of 
ammonia will provide opportunities for exports of ammonia or 
ammonia-based fertilizer. Protective tariffs on some raw 
materials in the plastic or rubber industries, without 
corresponding tariffs on finished products, will provide markets. 
The demand for data processing equipment and software will continue 
as the private and public sectors attempt to compensate for the 
shortage of skilled workers and reduced costs. Plug compatible 
manufacturers have been increasingly successful recently. Coal 
mining projects by Anglo American Coal (Amcoal), Rand Mines and 
Gencor continue to be developed, both to feed the growing 
appetite for power station coal and the increased capability for 
export. Richards Bay Harbor continues port expansion and 
provides markets for coal handling equipment. ISCOR continues 
its plan to modernize its steel making capacity; and other 

steel makers plan additional modernization. 
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Several automobile and 
plan further expansion. Information 
1a > development projects and opportunities 
sectors of the company is available from 
of Commerce Major Projects Office or 
Consulates General in South Africa. 


OQ & 


ct ct b- 


i 
J 

— 
) 


5. direct investment in South Africa was 
nd of 1980, up 20% over the previous 
as due overwhelmingly to retained earnings 
affiliates of U.S. firms. There are 
Filiates of American companies now 
frica. During 1981, several American 
1 interest in increasing existing investments 
ventures in the country. This is principally 
re established export markets against 
res. American companies considering 
Africa should take into account the effects 
and political circumstances within the 
the system of legalized racial discrimination, 
r long-term stability. Potential and present 
should also give careful consideration to 
black workforce. The U.S. Government 
firms to assume responsibility for the 
compensation to permit a decent standard of 
loyees. It supports the Sullivan Principles, 
r and equal treatment of all employees and 
ities for black workers. 
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tates maintains normal commercial relations 
1 U.S.-South African trade is generally 
strictly adheres to the UN Arms Embargo. 
1lidated export license is required for export 
1ircraft and certain U.S.-origin 
components, and technical data for military 
1d computers for certain Government 
Export Administration Regulations). 
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These requirements were modified on March 1, 1982. U.S. firms 
selling in South Africa may wish to consult with the Department 
of Commerce, the U.S. Embassy or Consulates General in South 
Africa regarding the current regulations. 


The Export-Import Bank of the United States (Eximbank) does 

not make direct loans to South African buyers of U.S. goods 

and services. Eximbank may guarantee loans for South African 
purchases of U.S. goods and services, subject to the conditions 
of the 1978 Evans Amendment. However, no new Eximbank guarantees 
have been approved since the end of 1978. 


Further information on trading with and investing in South 
Africa is available in the U.S. Department of Commerce's 
Overseas Business Report, "Marketing in South Africa." 


Standard commercial assistance and guidance in employment 
practices for South Africa are available from the U.S. Embassy 
and Consulates General in South Africa and from the U.S. 
Departments of State and Commerce in Washington, D.C. 
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